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DR. MARIE E. DUBKE, CPA, Editor 
Memphis State University 
Memphis, Tennessee
“Statement of Funds: A Glimpse of the 
Future?” Aubrey C. Roberts and David R. 
L. Gabhart, The Journal of Accountancy, 
Vol. 133, No. 4, April, 1972.
Roberts and Gabhart propose radical changes 
in the traditional statement of source and use 
of funds [now recommended to be entitled 
“Statement of Changes in Financial Position.”] 
While the funds statement furnishes significant 
data not discernible from the balance sheet 
and income statement, the authors believe the 
relevance of the funds statement can be en­
hanced if the statement’s viewpoint is altered to 
reveal financial information about the future.
The balance sheet simply relates account 
balances at a specific date, and the income 
statement presents past performance for a 
period of time. However, Roberts and Gabhart 
would revise the funds statement to provide 
information about future operations. One of 
their objections to current funds statement 
construction is the netting of revenues against 
operating expenses and the presentation of net 
income as a source of funds.
Further, Roberts and Gabhart believe the 
focal point of the funds statement should be 
applications of funds rather than sources of 
funds. Transactions that may be categorized as 
uses of funds are inherently related to future 
operations of the business and, as such, should 
receive closer reader attention.
The accountant can assist readers in evaluat­
ing a firm’s future prospects by expanding and 
rearranging the applications section to include 
details on expenditures that affect the firm’s 
future. It is observed that a business enterprise 
usually can obtain funds from sources such as 
investors and creditors. However, the future 
success of the firm depends upon wise appli­
cation of those funds.
The authors suggest a substantial revision 
and expansion of the traditional funds state­
ment. Sources of funds would show revenues 
as a separate fund item, while the fund appli­
cations section would include all operating ex­
penditures requiring funds. Obviously, the 
funds statement would be far more detailed 
than presently constituted. However, the addi­
tional data would have enormous potential 
value for investor analysis.
A second departure from the traditional 
funds statement is the authors’ recommenda­
tion that funds be defined as net quick assets 
instead of working capital. By excluding inven­
tories and prepaid items from the definition of 
funds, more homogeneity is obtained within 
the funds category. Also, changes in inventories 
would now be classified with assets such as 
plant and equipment; and inventory build-up 
may reflect an application of funds of signifi­
cance to future operations of the firm.
The third proposal of Roberts and Gabhart 
is that the modified funds statement should be 
a comparative statement covering perhaps a 
five-year period. A comparative funds state­
ment would allow readers to detect patterns of 
continuity or discontinuity in fund commit­
ments as well as in sources.
In summary, this proposal for expansion and 
reclassification of the traditional funds state­
ment merits the profession's attention. The fact 
that the funds statement as now constituted 
is sanctioned by the AICPA and the SEC does 
not alter the need for improvement. This short 
paper by Roberts and Gabhart should be ana­
lyzed by all accountants desiring to improve 
the relevance of general purpose financial 
statements.
Linda H. Kistler, CPA
Lowell Technological Institute
“Materiality—Through the Looking Glass” 
William Holmes, The Journal of Account­
ancy, Volume 133, Number 2, February 1972.
William Holmes presents an interesting dis­
cussion concerning the application of the 
materiality concept in accounting. Selected 
excerpts from scholarly writings during the 
thirty-year period 1938-1968 advocate either 
the continuance of using “judgment in each 
situation” or the need for definition.
Mr. Holmes’s research reveals that the ma­
teriality concept has a British background 
rooted in legal proceedings, which produced 
decisions based on judgment, and that the 
early chartered accountant and the American 
accountant who followed thought of materiality 
in this general legal context. He points to the 
inclusion of the definition of materiality in SEC 
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regulations as indication that here considera­
tion deals with it as a part of accounting 
methodology and notes movement in the di­
rection of definite meaning. A brief coverage 
of “standards, guidelines, and border zones” 
makes available some fundamental information 
on the proposals to get on with the establish­
ment of a definite meaning. There is, however, 
a reminder that accounting information is only 
one variable in most problem, areas when con­
sidering the concept. Reference to the refusal 
of the courts to define the legal term “fraud” is 
offered in support of those who favor the exer­
cise of judgment.
In conclusion he states: “My personal opinion 
is that we must widen our understanding and 
narrow our judgments—short of official stan­
dards.”
Katherine M. West, CPA 
Brooklyn College of The 
City University of New York
“Accounting This Month”—a new periodi­
cal. (Information Specialists, P.O. Box 8699, 
White Bear Lake, Minnesota 55110).
A new publication which sells for $15.00 
per year appeared on the scene in late 
1971. It contains the current tables of 
contents from eleven accounting periodi­
cals and seven related business periodicals. 
The magazine includes the articles and 
books classified by major accounting sub­
jects for reference. The “highlights” sec­
tion of the magazine describes the major 
accounting events of the month and refers 
the reader to the sources of the informa­
tion.
Most accountants have neither the bud­
get to subscribe to nor the time to read 
all eighteen of these periodicals. This 
magazine provides capsule information on 
what has been recently published. It will 
enable the accountant to prepare a reading 
list of important articles before he visits 
his local library facilities. (Since many of 
the articles are described in brief form, it 
may even save a needless trip to the 
library.) The periodicals reviewed are: 
Accounting Review, Federal Accountant, 
Financial Executive, Internal Auditor, 
Journal of Accountancy, Journal of Ac­
counting Research, Journal of Taxation, 
Management Accounting, Managerial Plan­
ning, National Public Accountant, CPA 
Journal (formerly New York Certified Pub­
lic Accountant), Barron's. Business Week, 
Dun’s, Forbes, Fortune, Harvard Business 
Review, Nation’s Business.
M.E.D.
"Governmental Accounting in China Dur­
ing the Chou Dynasty (1122 B.C.-256 
B.C.),” Philip Fu, Journal of Accounting 
Research, Vol. 9, No. 1, Spring 1971.
Confucius, Mencius and Lao Tzu lived and 
philosophized during the 866 year span of the 
Chou Dynasty in China, which had a sophisti­
cated system of government accounting. Ac­
cording to Philip Fu, achievements in account­
ing ranked in equal importance with the 
philosophic contributions of the period. (Mr. 
Fu is Chairman, Department of Business Ad­
ministration, Chung Chi College, The Chinese 
University of Hong Kong.)
A period of such antiquity (1122 B.C.-256 
B.C.) naturally connotes a rural, simple agri­
cultural society. So it was, and yet the needs 
of government were substantial and the admin­
istration well organized. “The Chous,” writes 
Philip Fu, “undoubtedly recognized the im­
portance of the fund system and its basic 
principles.”
Their accounting system set aside resources 
for five kinds of specific activities. In contempo­
rary translation these would be general reve­
nue, special revenue, welfare, relief, and re­
serve funds, with each fund refined by further 
subdivisions. Here translation creates an effect 
both quaint and strange, but nonetheless fasci­
nating. A sacrifice fund, for instance, was a 
component of the special reserve funds group­
ing, along with a hospitality fund, sacrifice 
utensils fund, embroidered garments fund, 
pearl fund, and feather and hair fund.
The names are obsolete, but not the account­
ing concepts. The Chou administrators recog­
nized a budget system and a fiscal year as 
separate from the calendar year. They made 
provision for financial reporting and auditing. 
Their calendar year, naturally enough, had its 
origin in the recurring patterns of agricultural 
society. It had been established another thou­
sand years back in time from the ancient Chous 
and remained the official Chinese calendar 
until it was replaced by the solar calendar when 
the Republic of China was established in 1911.
Now that chinoiserie is suddenly so chic, 
this glimpse of an historic accounting wisdom 
in China is both professionally engaging and 
fashionable.
Constance T. Barcelona 
The Camargo Club
There’s more on the back page!
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The following articles have not been reviewed but may be of interest to our 
readers:
“Earnings Per Share: A Measure of Sustainable Growth,” G. Holmes, Accounting 
and Business Research, Spring 1971.
Illustrations are provided lor the computations of earnings per share based on past 
performance, future potential, and earnings adjusted for inflation.
“The Development of Accountancy Links in the Commonwealth,” T. J. Johnson 
& M. Cuygill, Accounting and Business Research, Spring 1971.
A fascinating account of the history of British professional bodies from 1880 on. The 
authors hold that some British professional bodies developed overseas activities in the 
Commonwealth to enhance their British status. The authors conclude that Common­
wealth countries now give less recognition to these professional societies.
“Green for VAT,” J. S. Bradley, Accountancy, June 1971.
The author discusses the value added tax (VAT) including its background and the 
principles involved.
“The Case for Shareholders’ Committees,” M. G. Wright, The Accountant, May 
1971.
The author urges that publicly held firms should have independent shareholders’ com­
mittees. He advocates that they should be established by law and suggests their duties 
and responsibilities.
“Pacific Acceptance Corporation,” K. B. Edwards, The Accountant, June 1971.
This article discusses a law suit against an Australian affiliate of an international 
accounting firm. The auditors were required to pay heavy damages because they failed 
to provide their staff (which was inexperienced and inadequately supervised) with an 
adequate audit program. In addition, the firm ignored a qualified report which was 
prepared by the auditors of a subsidiary company.
“Accounting for Goodwill,” G. T. Gilbert, Canadian Chartered Accountant, April 
1971.
The author laments inconsistent treatment by Canadian accountants for purchased 
goodwill. He proposes that the excess of purchase price over book value be allocated 
to specific assets. He also suggests that the time period for amortizing goodwill should 
be equal to the one used by the buyer when he computed his top offering price.
“Discounted Cash Flow—The Other Point of View,” R. M. Adelson, Moorgate and 
Wall Street, Spring 1971.
The author prefers pay-back to discounted cash flow. He feels that DCF, although 
easy, is based on unrealistic assumptions and conceptions.
“What’s Happening in Acquisitions and Mergers?” R. E. Healy, The Price Water­
house Review, Spring 1971.
This article reviews trends in the United States merger movement. The author predicts 
that there will be an increase in sale or disposal of business units and an increase in 
venture capital investments. He predicts a decrease in “funny paper” and greater use 
of common stock in mergers as firms in basic industries continue to diversify.
“Criticism With Love,” J. C. Burton, The Arthur Young Journal, Winter/Spring 
1971.
An accounting professor cautions that the best defense against change is careful con­
sideration, and he sees more of the latter to prevent the former. He suggests a new 
approach to staff training in the profession and laments trends toward bad teaching in 
the universities, a decrease in accounting majors, and decline of traditional accounting. 
He urges accountants to take responsibility and suggests we should encourage the 
public to recognize that financial statements are approximations, not truth.
